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“Bad” clients can be good for profits.
By Carl J. Lacher
Effective management of Accounts Receivable (AR) is undeniably an absolute in 
any business that does billing on account, including CPA firms. The amount of 
the balance over 30 days is a key indicator of how well this balance-sheet cap­
tion is being managed. There is, however, another side to this: An AR that goes 
into the over-one-year column can be converted to a good client!
In the conversion process, any business, including the CPA firm, can add sig­
nificant revenues and achieve profits through better use of “down time.” 
Accomplishing this requires careful management of the credit-granting policies 
and the nature and timing of the work done for the client. Care in selecting and 
diligence in managing the client involved in “delayed collections” is the chal­
lenge.
A counter-strategy
Does good management dictate never doing work for a client over 90 days in 
AR? No! The prevailing belief in the management of an accounting practice is 
to discontinue working for clients in the over-90-days category. Circumstances, 
however, may dictate “planning” to work for a client to go into the over-90-days 
category. In both of the cases in which we continued to work with such a 
client, we had a partners’ meeting without the client at which we made a con­
scious decision to say, “Yes. We're willing to do this.”
Obviously, not all clients fall into this category. However, our firm, Lacher 
McDonald & Co., CPAs, Seminole, Florida, has experienced some unusual situa­
tions that fly in the face of the 30-days-only indicator. Start-up clients and clients 





















In the first case, we achieved full billing for fees signifi­
cant to us for a start-up client. Up front, the client fully 
disclosed to us as to when we would be paid and what 
the downside risks were and that further work could be 
in the over-one-year category. We advised the client that 
we would not be independent if the fees went over the 
one-year mark and that, in our slowest times, we would 
work on compliance matters that could be extended. Tax 
returns and even some financial statement reporting 
would be done in the slower times of the year. The client 
agreed to this, and we were certain they understood the 
nature of our timing.
A benevolent challenge
The work was incredibly interesting as we developed 
spreadsheets and, ultimately, a forecast and worked with 
the client on the many changes. Seeing the company 
come to life and struggle through the first year was very 
gratifying. Meetings and telephone conferences with 
management were frequent as opportunities arose and 
pitfalls developed.
All of this was challenging work done at full billing. 
Additionally, we achieved a significant exposure to many 
business people we would otherwise never have met.
Crucial criteria
We designated a specific balance we would allow to build 
up. The most important planning item in hyper-receivables, 
however, is the evaluation of the management by the CPA 
firm (or any organization taking on such a project) that the 
project has a high probability of being successful enough to 
pay. An integral part of that evaluation is the assessment of 
the integrity and competency of the client management.
In this particular case, we felt the project met these crite­
ria. In addition, the management group had successfully 
launched small businesses in the past. Although this project 
was a larger undertaking than anything they had done pre­
viously, we thought it had a strong possibility for success.
Our AR balance grew, but monthly payments were made 
as well as additional payments out of each “raising of capi­
tal.” We reached a point at which we “peaked” out and indi­
cated to the client that we had to put a brake on our level 
of services until they could pay down the balance. We 
would, however, still be available for consultation and con­
ferences as necessary to help the company move forward.
The result: Over a period of about four years, we carried 
an amount equal to about one half of the beginning bal­
ance for the spreadsheets projects, and a growing amount 
while we were paid about 75% of current fees. Current 
fees ranked this client in our top-twenty client group in 
each of these years.
Ultimately, the company pulled solidly forward and in a 
matter of six months we were paid in full and then paid 
promptly for the next several years. When an opportunity 
to sell the company came along, the client called us to do 
the tax studies and ultimately close down the corporation. 
We were paid promptly and in full for all this work. Of 
course, the related personal tax returns were also quite 
complex—making them interesting and profitable.
A second chance
Armed with the above experience, we were receptive to 
another client who came to us with an analogous situa­
tion, but virtually no up-front capital. Before we started 
work on the project, we set a limit on how far we would 
go with the AR.
This project was much more difficult to evaluate. 
Management had personal and business integrity, but a 
difficult business-management history. This was a major 
project for them. The lack of working capital posed a 
dilemma: Are they under-capitalized or under-managed? 
They could not afford to be under managed. We decided 
to move forward cautiously on the project because we 
would be involved in frequent consultation, thereby aug­
menting their management.
Their lack of working capital was mitigated by a suppli­
er agreement. The supplier agreed to payment terms of: 
We are paid when you are. The supplier also stipulated 
that all of the funds from the primary customer (and most 
others) were to be sent to the CPA firm (us). We were to 
split the funds according to the costs of the underlying 
merchandise from the invoices paid. This was the subject 
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of a major meeting of our management.
We issued a document to the supplier indicating that 
the funds would be in a separate bank account that 
would be the property of our client, but only three of us 
would have signature. We specifically and carefully listed 
several matters of great importance to us (no legal 
responsibility other than being honest about the fund 
received) and the supplier signed and sent it back to us. 
We had the job if we wanted it. We took the job!
Once again, the project was fascinating and like a roller 
coaster ride of victories and downfalls. However, it was all at 
full billing and was done as we could fit in any work that was 
subject to extension or delay, if necessary. This approach 
filled down times and offered a challenging assignment, and 
we provided the client with significant service.
Exceptional payments
One exceptional feature of this engagement was that we 
deposited and remitted each time payment was received 
from the major customer (an international retailer). 
Checks arrived at least once each week. The nice part 
about this exception was three checks were issued: one 
to the supplier, one to the client, and one to us. We had an 
agreement regarding how we calculated how much was 
paid to us, but there was a continual cash flow from the 
client because of this arrangement.
Ultimately, the supplier bought the client. Our bill had 
been paid down to a workable balance, and this was paid 
in full out of the sales proceeds.
We have had excellent success with taking on these 
major projects, and scheduling them into our down 
times, and being paid in full and on a full-billing basis. We 
did get burned, however, by one client project. The 
client’s industry is very technical, but very profitable 
when the plant is in proper order. The client management 
was very educated in the industry and experienced. We 
were excited at the prospects.
Doubtful decisions
Then when we were exposed to the client’s decision 
processes, our enthusiasm waned. Among the client’s 
decisions was one to acquire funding through a loan at a 
bank we indicated was unacceptable. The client based his 
decision on a perceived savings of $2,000 for a $1 million 
loan. To our further dismay, the client hired a contractor 
with a criminal background and advanced him funds.
We withdrew from this engagement unpaid. The client 
is near bankruptcy.
The case shows the downside of hyper-receivable 
clients. We did much of our work before the client agreed 
to the loan and chose a contractor. Once we saw how bad
THE REWARDS OF A HYPER­
RECEIVABLES STRATEGY
Working with hyper-receivable clients obviously involves 
risking the investment of time and resources. The return 
on this investment can be significant as well as gratifying. 
The chart below graphically displays how taking such 
risks contributed to revenues for Lacher McDonald & Co.
Incremental Revenue from Hyper AR
Revenue from Normal Operations
the construction decision process would be, it was 
already too late to avoid losing on the project.
Nevertheless, we are not poisoned on the idea of proj­
ects with a long-term payment plan. Interesting work, 
use of down time, and a major management challenge 
are the terms we use to describe these projects. 
Furthermore, they have added to our growth in the long 
term and we recommend such projects as revenue pro­
ducers to be taken on with only the greatest care.
Carl J. Lacher is managing partner of Lacher McDonald 
& Co., Madeira Beach, Florida.
PCPS, an alliance of the AICPA, rep­
resents more than 6,000 local and 
regional CPA firms. The goal of 
PCPS is to provide member firms 
with up-to-date information, advo­
cacy, and solutions to challenges 
facing their firms and the profes­
sion. Please call 800-CPA-FIRM for 
more information.
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TRASHING TIMESHEETS
Ron Baker’s crusade to bury the billable hour
At the AICPA Practitioners Symposium in Las Vegas, 
June 3—5, Ronald J. Baker made presentations on 
“Value Pricing” and “Implementing Value Pricing.” In 
addition, he added a well-attended—although unsched­
uled-presentation called “Trashing the Timesheet.” 
Baker says his mission is “To, once and for all, bury the 
billable hour in the CPA profession.” He is disseminating 
his message far and wide. He also presented his 
“Trashing the Timesheet” message at the 2002 
Association for Accounting Marketing Summit in San 
Antonio. Here is a summary of that presentation by 
Karen Bergh, senior vice president, RainMaker Pro, 
Inc., written for the Association for Accounting 
Marketing.
In “Trashing the Timesheet,” Ron Baker, founder of 
VeraSage Institute, shared his philosophy of how account­
ants should free themselves from the “tyranny of time” as 
an indicator of performance.
Baker suggests that Key Performance Indicators (KPIs), 
especially those that are “leading” rather than “lagging” 
should be used rather than timesheets to measure the 
productivity of team members. The advantage of KPIs 
over timesheets, he said, is that they measure:
• Results, not efforts.
• Productivity, not activity.
• Outputs rather than inputs.
A leading indicator would be one that is production ori­
ented, whereas a lagging indicator would reflect meas­
urements “after the fact.” For example, lagging indicators 
that economists use are “unemployment rates” and the 
“prime rate.” Leading indicators would be “new orders,” or 
“building permits.”
Baker cited the example of Continental Airlines’ leader 
Gordon Bethune, who wrote a book about the airline’s 
turnaround under his leadership entitled From Worst to 
First: Behind the Scenes of Continental’s Remarkable 
Comeback. Using Bethune’s story, Baker pointed out how 
the airline improved its financial performance by defin­
ing its success by the same measures that its customers 
do. Under Bethune’s tutelage, the airline began to operate 
according to KPIs that showed how they were perform­
ing in such areas as:
• On-time performance (flights arriving on time).
• Lost luggage.
• Customer complaints.
Baker suggested there is a high correlation between 
such measures and profits. He conducts workshops to 
help accounting firms identify their own unique KPI 
measures. Many accounting firms continue to use lagging 
indicators, such as “labor as a percentage of gross rev­
enue” or “cycle time” (the number of times a file was “han­
dled” and the average number of days work stays within 
the firm), which are not necessarily the best measures to 
promote profitability.
Timeless measures
In his work, Baker asks CPAs to assume that timesheets 
are not available to measure and compare the profitability, 
productivity, and efficiency of their firms. He then chal­
lenges his clients to determine, if this were indeed the 
case, what measurements they would look at. Baker asks, 
“If time were no longer needed for pricing purposes, 
what indicators would you look at to measure the effec­
tiveness of the firm’s ability to fulfill its mission?”
Baker’s own mission is to change the accountant’s 
mindset that “we sell time.” He suggests that we should be 
selling value, and that like Continental Airlines, we should 
measure value in our customers’ terms.
What clients value
To give CPAs a sense of what their clients value, Baker 
cited the Rockefeller Corporation’s study of why 
customers are lost:
1. Dies 1%
2. Moves away 3%
3. Hires a friend to provide service 5%
4. Hires a competitor 9%
5. Is dissatisfied with service 14%
6. Believes you don’t care 68%
Clearly, the provider’s lack of interest is the most fre­
quent cause of customer defection. It’s easy to connect 
this reason with the the top reasons Baker cited for 
clients leaving their accounting firm (The reasons were 
the findings of a survey of thousands of clients who 
defected from their CPA firms cited in “How to Lose 
Clients Without Really Trying,” Journal of Accountancy, 
May 1992, by August J. Aquila and Allan D. Koltin.) 
1. Doesn’t treat me right 
2. Ignores me 
3. Fails to cooperate 
4. Lets partner contact lapse 
5. Doesn’t keep me informed 
6. Assumes I am a technician
7. Uses me as a training ground for new team 
members
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AVOIDING CONFLICTS OF INTEREST
When asked about conflicts of interest, 
most CPAs feel confident that if faced 
with a conflict situation, they will recog­
nize it and know how to handle it. 
However, when asked to define the term, 
some struggle and search for appropriate 
words to describe a conflict. While being 
able to recite a definition may not be nec­
essary to avoid conflicts of interest, it can 
be helpful in dealing with possible con­
flict situations and in adopting appropriate 
risk management practices.
Defining a Conflict of 
Interest
Black’s Law Dictionary (Bryan A. Gamer, 
Second Pocket Edition, The West Group, 
2001) provides two definitions of conflict 
of interest -
* A real or seeming incompatibility 
between one’s private interests and 
one’s public or fiduciary duties; and
* A real or seeming incompatibility 
between the interests of two of a 
lawyer’s clients, such that the lawyer is 
disqualified from representing both 
clients if the dual representation 
adversely affects either client or if the 
clients do not consent.
Although these definitions apply to the 
legal profession, they also have similarities 
to the duties of a CPA in the practice of 
public accounting. Certainly, an accountant 
can be faced with situations in which his or 
her own best interests conflict with the best 
interests of a client. An accountant also 
may be asked to provide services to two 
clients in a situation where the clients have 
competing interests that render the rela­
tionship incompatible; for instance, when 
both clients seek tax advice regarding a 
prospective transaction between them.
AICPA professional standards take a 
slightly different approach to describing 
conflicts of interest. The Code of 
Professional Conduct (ET Section 102.02) 
describes conflicts of interest as follows:
A conflict of interest may occur if a 
member performs a professional service 
for a client or employer and the mem­
ber or his or her firm has a relationship 
with another person, entity, product, or 
service that could, in the member’s pro­
fessional judgment, be viewed by the 
client, employer, or other appropriate 
parties as impairing the member’s 
objectivity. If the member believes that 
the professional service can be per­
formed with objectivity, and the rela­
tionship is disclosed to and consent is 
obtained from such client, employer, or 
other appropriate parties, the rule shall 
not operate to prohibit the performance 
of the professional service....
Certain professional engagements, 
such as audits, reviews, and other 
attest services, require independence. 
Independence impairments under rule 
101 [ET Section 101.01], its interpre­
tations, and rulings cannot be elimi­
nated by such disclosure and consent.
Although these two approaches are sub­
stantively similar, a key distinction 
between them is the explicit reference to 
objectivity and, where required, indepen­
dence in the AICPA’s Code of 
Professional Conduct.
For the CPA, objectivity is —
a state of mind, a quality that lends 
value to a member’s services. It is a 
distinguishing feature of the profes­
sion. The principle of objectivity 
imposes the obligation to be impartial, 
intellectually honest, and free of con­
flicts of interest. Independence pre­
cludes relationships that may appear to 
impair a member’s objectivity in ren­
dering attestation services....
For a member in public practice, the 
maintenance of objectivity and inde­
pendence requires a continuing assess­
ment of client relationships and public 
responsibility. Such a member who 
provides auditing and other attestation 
services should be independent in fact 
and appearance. In providing all other 
services, a member should maintain 
objectivity and avoid conflicts of inter­
est. (AICPA Professional Standards, 
ET Section 55.)
The ability to provide service with 
objectivity and, where required, indepen­
dence is an additional requirement applic­
able to CPAs in evaluating professional 
relationships for conflicts of interest.
continued on page rmr 2
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Conflicts of interest are addressed in the 
rules and regulations of boards of accoun­
tancy, regulatory agencies and profession­
al organizations. Allegations of engaging 
in a conflict of interest can lead to disci­
plinary action, including fines, suspension 
and even revocation of practice privileges. 
Additionally, a conflict of interest is often 
exploited by a plaintiff’s attorney in mal­
practice actions, regardless of whether or 
not the conflict caused damage to the 
plaintiff. While juries have difficulty fol­
lowing the complexities of alleged 
accounting malpractice claims, they readi­
ly comprehend conflicts of interest, which 
are frequently alleged against politicians 
and other public servants. When a conflict 
exists, it tends to adversely influence the 
judgement of juries regarding all facts in 
dispute.
Conflict Situations for CPAs 
Some situations that present potential 
conflicts of interest are seen frequently in 
accounting malpractice claims. The fol­
lowing is a sampling:
• A CPA provides tax and financial plan­
ning advice and prepares income tax 
returns for a married couple. The cou­
ple initiates a divorce proceeding, and 
the CPA continues to provide these ser­
vices to both of them as individual 
clients. After the divorce, the ex-wife 
alleges that the CPA provided tax 
advice to the ex-husband which caused 
her to pay excessive taxes in the year 
the divorce was finalized.
• A CPA provides tax planning, estate 
planning and tax return preparation ser­
vices to a married couple and prepares 
tax returns for two of their four adult 
children. The CPA also agrees to serve 
as the trustee of a family trust estab­
lished for the benefit of the four chil­
dren. After the couple’s death, the CPA 
must manage and distribute the assets of 
the trust (including the family business 
now run by one of the children) while 
providing tax advice for the two chil­
dren who are continuing clients. The 
non-client trust beneficiaries allege that 
the CPA favored the interests of the chil­
dren who were continuing clients over 
their interests in managing and distribut­
ing the assets of the trust.
• A CPA firm provides consulting advice 
to a real estate venture contemplating 
an acquisition while owning a small 
interest in this business. The firm rec­
ommends the venture as an investment 
to several of its other high net worth 
clients, but does not disclose to them 
that it has an ownership interest in the 
business. The venture fails, and one of 
these clients sues the CPA firm, alleg­
ing that the CPA provided negligent 
investment advice, had an undisclosed 
conflict of interest, and engaged in 
self-dealing.
• A CPA provides financial statement 
review and tax return preparation ser­
vices to a manufacturing client. 
Another client requests that the CPA 
provide assistance in negotiating the 
purchase of real estate from the manu­
facturing company client. The CPA 
assists the purchaser in negotiating the 
terms of the sale, and concludes that 
this is not a problem because the seller 
is aware that the CPA represents the 
purchaser in the negotiations. The sell­
er later sues the CPA firm, alleging that 
the CPA disclosed confidential client 
information to the purchaser that was 
used to negotiate more favorable terms 
for the sale.
• A CPA provides tax planning and tax 
return preparation services to a partner­
ship of doctors, and individually to one 
of the three partners. A dispute arises 
between two of the partners, leading to 
the decision that two of them will buy 
out the interests of the third. At the 
request of one of the two partners plan­
ning the buyout, the CPA prepares a 
valuation of the business to be used in 
setting a price. The sale is concluded. A 
year later, the selling partner files suit 
against his former partners and the 
CPA, alleging that the CPA had a con­
flict of interest and favored the inter­
ests of the other partners in preparing 
the valuation report.
Managing Conflict Risk
First and foremost, all firm personnel 
need to be vigilant in identifying relation­
ships and situations that could be viewed 
by others as presenting a conflict of inter­
est. All firm personnel should receive 
training on the subject. Staff professionals 
should be instructed to immediately bring 
continued on page rmr 3
MINIMUM CONTENTS OF 
CLIENT DATA BASE
• Name of client and affiliated entities, 
street address, web site address, tele­
phone and facsimile numbers
• Type of client (individual, public/private 
company, not-for profit, employee benefit 
plan, trust, government entity, etc.) and 
SIC code
• Names of owners, senior officers and 
directors, including contact numbers and 
e-mail addresses
• Principal banking and investment bank­
ing relationships
• Names of legal counsel and other key 
advisors and consultants
• Major customers and vendors
• Name/office of current engagement part­
ner and types of service provided (attest, 
tax, consulting, etc.) 
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potential conflict situations to the atten­
tion of firm management.
Avoiding potential and actual conflicts of 
interest requires thorough client and 
engagement screening procedures. 
Knowing your potential client is critical. 
Inquire about the prospective client’s major 
business relationships, such as key clients, 
lenders and vendors. Determine the intend­
ed use and distribution of the your pro­
posed workproduct. If there will be third 
party users, identify known users and 
determine if your firm has professional 
relationships with the users that present an 
actual or potential conflict. Also recognize 
that providing professional services to indi­
viduals employed by business clients can 
lead to conflicts of interest. Carefully con­
sider this issue prior to agreeing to provide 
new services to these individuals.
But the process does not end there - a 
client’s business and business relationships 
change over time. Evaluating client rela­
tionships for conflicts should be a continu­
ous process, rather than one confined to an 
annual client continuance review.
Client Data Base
All firms should maintain a database of 
client information. (See “Minimum 
Contents of Client Data Base” on page 
2.) New clients should be added to the 
database when the client relationship is 
established. The database should be rou­
tinely updated as information changes. It 
can be stored electronically or in a hard 
copy file depending on the firm’s 
resources and needs.
The database should be easy to use and 
readily available to those who need to 
refer to it. Any system, however, is only 
helpful if it is properly maintained. The 
firm’s quality control procedures should 
specify the responsibility of firm person­
nel to transmit current information to 
those responsible for maintaining the 
database, and compliance with this 
requirement should be monitored.
Critical Skills
Avoiding conflicts of interest is critical to 
a CPA firm in order to provide quality, 
professional service. Being vigilant in 
identifying potential conflicts and remain­
ing objective in evaluating them is key to 
risk management.
By John McFadden, CPA, CFE, Risk Management 
Consultant, CNA, Accountants Professional Liability, 
CNA Plaza, Chicago, IL 60685
CASE IN POINT: A "FRIENDLY" DIVORCE
When a CPA takes on a new client, the 
existence of conflicts of interest should 
be routinely investigated and evaluated. 
After a client relationship has been estab­
lished, however, there is a continuing 
need to consider the development of 
potential conflicts. Over time, facts, client 
circumstances and relationships change. 
These changes may not have been antici­
pated at the time the original decision 
was made to establish the relationship. 
Nevertheless, a conflict may arise based 
upon the new circumstances, and it 
should be addressed promptly and in a 
forthright manner. In many cases, upon 
evaluating the conflict, the CPA may 
decide to terminate an existing client 
relationship. This is not an easy decision 
but one that must be made in the best 
interests of all of the parties involved.
Ignoring or failing to recognize a con­
flict of interest can create significant 
problems in the event a malpractice claim 
subsequently arises from an engagement 
wherein a conflict arguably existed. 
Consider the following situation.
The Case
A CPA provided tax advice and tax return 
preparation services to a husband and 
wife and bookkeeping services to the 
wife’s professional service business, 
which maintained offices in several sub­
urban communities. The husband owned 
and operated a retail business for which 
the CPA did not provide services. This 
arrangement continued for several years, 
after which they filed for divorce. The 
CPA assisted his clients in mediating a 
property settlement. The engagement let­
ter covering this work indicated that the 
CPA would provide consulting services to 
facilitate the property settlement. It did 
not mention performing a valuation of 
any specific assets. Terms of the settle­
ment provided that they would each keep 
their respective business, but that the total 
value of their businesses and personal 
property would be split equally. To facili­
tate the distribution, the husband agreed 
to accept some undeveloped property and 
two vehicles, while the wife would keep 
their personal residence. After the 
divorce, the CPA continued to provide 
bookkeeping and tax services to the wife, 
but did not provide any service to her for­
mer husband.
Two years after the property settlement 
was finalized, the former husband sued 
the CPA, claiming that he received less 
than his fair share in the property settle­
ment. Specifically, he alleged that the 
value of his former wife’s business was 
understated by $500,000 at the time of
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the divorce settlement, and that the CPA 
should have known the true value of the 
business based upon his knowledge of 
the day to day finances learned while 
providing bookkeeping services.
A subsequent examination of the CPA’s 
working papers by the former husband’s 
accounting expert indicated that the 
CPA’s file documentation did not support 
continued on page rmr 4 
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the split of the assets. In a deposition, the 
expert testified that the CPA did not use 
an established valuation method to ana­
lyze the former wife’s business and made 
various errors with respect to other assets. 
However, the former husband’s attorney 
focused upon the expert’s opinion that the 
CPA had a conflict of interest in repre­
senting both the husband and wife in the 
division of marital property and on the 
CPA’s failure to advise both parties to 
consult with their own attorneys on the 
settlement issues, indicating that he 
would highlight these issues to a jury 
at trial.
Given the problems with both the valua­
tion method used and the conflict of inter­
est, the former husband’s claim was set­
tled prior to trial.
The Point
Rule 102 (“Integrity and Objectivity”) of 
the AICPA Code of Professional Conduct 
requires AICPA members to maintain
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objectivity and integrity, be free of con­
flicts of interest, and not knowingly mis­
represent facts or subordinate their judg­
ment to others.
The CPA believed he had developed a 
trusting relationship with the husband 
and wife and felt he could help them 
negotiate a non-confrontational settle­
ment by working with both of them. 
Although he thought about the conflict 
of interest issue, he did not believe it 
would be a problem in this situation. 
Additionally, he did not consider 
Interpretation No. 102-2—Conflicts of 
interest under Rule 102, which in part 
states the following:
If the member believes that the profes­
sional service can be performed with 
objectivity, and the relationship is dis­
closed to and consent is obtained from 
such client, employer, or other appro­
priate parties, the rule shall not operate 
to prohibit the performance of the pro­
fessional service.
The CPA did not recognize the need to 
have both parties acknowledge the exis­
tence of a conflict and consent to the 
performance of services under the cir­
cumstances. While having the clients 
acknowledge their consent in writing 
would not have eliminated the con­
flict, it would have evidenced compli­
ance with Rule 102. Further, although he 
did not have any experience in providing 
business valuation services, the CPA felt 
he knew enough about the ex-wife’s 
business and the other assets to assist 
both parties in negotiating a fair settle­
ment. On both of these issues, errors 
were made.
In this situation, it was very difficult to 
establish that the CPA remained objective 
while providing services to both parties, 
especially because the wife would be a 
continuing business client while the hus­
band was not. Long-term business clients 
often look to their CPA to assist them in 
addressing personal financial issues as 
well as business-related ones. Given the 
circumstances, the most prudent course 
of action in this case would have been to 
refer the clients to another CPA qualified 
to perform the valuation and to a profes­
sional mediator specializing in divorce 
cases. While divorcing clients often 
expect to resolve the division of marital 
assets amicably, negotiations can deterio­
rate rapidly. A CPA with an ongoing 
business relationship with one of the 
spouses who agrees to participate in this 
process risks getting caught in the mid­
dle. This can lead to both malpractice 
claims and the loss of a valuable client.
It is important for CPAs to undertake 
only engagements they are qualified to 
perform based on their training and expe­
rience, and to consider whether or not 
others could view a particular situation as 
a conflict of interest. Failing to do so puts 
both the client and the CPA firm at risk.
By John McFadden, CPA, CFE, Risk Management 
Consultant, CNA, Accountants Professional Liability, 
CNA Plaza, Chicago, IL 60685
The Professional and Personal Liability Insurance Programs Committee objective is to assure the availability of liability insurance at reasonable 
rates for local firms and to assist them in controlling risk through education. For information about the AICPA Program, call the national admin­
istrator, Aon Insurance Services, at (800) 221-3023, write Aon at Aon Insurance Services, 159 East County Line Road, Hatboro, PA 19040-1218, 
or visit the AICPA Insurance Programs Web site at www.cpai.com.
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CRITICAL MASS
How PCPS has helped build the profession
By Bill Balhoff
What do you get when you put the insights, energy, and 
influence of 6,100 CPA firms — with almost 180,000 pro­
fessionals — to work to further the causes of the profes­
sion?
The answers are: critical mass and substantial progress. 
For more than 25 years, local and regional firms have 
worked together, through their membership in PCPS, to 
tackle problems that no one firm could solve on its own. 
From self-regulation to staffing, local and regional firms 
have gained enormous traction in these collaborative 
efforts. As “The true worth of PCPS comes from the 
strength of our collective commitment. Together, we can 
achieve what any one firm might struggle to even 
attempt. “The proof of this particular pudding is in the 
major initiatives PCPS has undertaken.
Protecting the public interest: PCPS’s very founding 
shows what local and regional firms can accomplish 
when they band together. It was established in 1977 by 
a vote of the Governing Council to establish a voluntary 
quality assurance program within the AICPA for CPA 
firms, as part of an unprecedented program of self-regu­
lation by a profession highly conscious of its public 
obligations. It was a time of crisis: Scrutiny by 
Washington in response to several major business fail­
ures was exerting pressure for outside regulation. The 
response came in a self-regulatory program called peer 
review, which changed the way our profession monitors 
quality. While at first the program was voluntary, in the 
end the whole profession—and the public interest— 
benefited. Peer review and the commitment to princi­
ples of honesty and integrity that make it work remain 
core components of the profession’s identity.
Representing the interests of small businesses: 
Not long after PCPS’s beginnings, its founders realized 
the need for local and regional firms to make them­
selves heard in the standards-setting process. 
Accounting standards that work for multinational cor­
porations can burden small businesses, yet clearly it 
benefits the profession to work within one set of gen­
erally accepted principles. To help foster a balance 
between the needs of large and small entities, the 
Technical Issues Committee—TIC—was created in 
1979. With each passing year, TIC’s role as an advocate 
has grown more and more central. Each year TIC meets 
with the FASB, the GASB, AcSEC, and the AITF, to dis­
cuss local firm concerns and to make specific sugges­
tions and observations about proposed guidance. 
Since 1979, TIC has submitted more than 350 letters of 
comment to these standard-setting bodies when it 
appears that its constituents’ interests have not been 
adequately recognized. TIC steps in when the con­
cerns of local and regional firms might differ material­
ly from those of other segments of the profession. TIC 
members’ technical skills and professionalism have 
consistently earned the respect of the regulators. 
AICPA President Barry Melançon has hailed their role 
as “PCPS’s most important and underappreciated 
achievement.”
Resisting the cascade effect of legislation and reg­
ulation: In Washington, PCPS has also stepped up to 
represent the interests of the country’s 40,000 local 
and regional CPA firms. Regulations and legislation 
directed toward major public companies almost 
always “cascade” to auditors of private businesses, and 
the effects can be devastating. New rules raise costs 
for local and regional businesses and the CPAs that 
provide them with financial advice and counsel. 
Sometimes we need to remind Congress that at least 
179,000 professionals do great work for privately held 
companies despite irregularities on Wall Street.
Identifying solutions for management problems: 
The business world has changed tremendously in the 
past two decades, creating huge challenges for the 
management of the country’s local and regional firms. 
PCPS and its sister group, the Management of an 
Accounting Practice (MAP) Committee, have worked 
hard to develop solutions to help all firms thrive and 
prosper. The solutions include:
• Finding and retaining quality staff is tough for any 
CPA firm, but can be especially difficult for non­
national firms. PCPS researched what keeps quality 
staff happy and motivated and provided a report in 
“Top Talent Speaks: Is Your Firm Listening?” 
Recently, MAP committee representatives have 
joined an AICPA-wide effort to provide hands-on 
solutions to the staffing crisis.
• Keeping up with advances in technology takes 
time and money, but firms appreciate MAP efforts 
such as its recent initiative to survey firms on the 
best time and billing programs.
• ’’Smarter Audits” is a guidebook on benchmarks and 
best practices in audit efficiency, helping non­
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national firms plan and conduct top quality audits 
while remaining profitable.
* According to a recent study, 72% of local and 
regional firms plan to grow by offering new serv­
ices. PCPS will provide these firms with informa­
tion on emerging services that will allow them to 
expand their practices in areas that complement 
existing services. PCPS also works with the AICPA 
to “beta test” services offered by the AICPA in order 
to help smaller firms determine the best way to 
implement them, as with AICPA Assurance Services 
such as Systrust and Performance View.
● PCPS recognized the need to combat discrimina­
tion against CPA firms based on size. At its urging, 
the AICPA Board of Directors revised its Statement 
on Discriminatory Practices in Selecting CPA 
Firms, and continues to promote awareness of the 
policy. The policy protects non-national firms by 
prohibiting banks or other third parties from spec­
ifying a national accounting firm in their standard 
agreements.
* In the wake of Enron, firms need help knowing 
how to respond to concerns raised by clients and 
staff. PCPS has responded with a “toolkit” of infor­
mation to help management partners communi­
cate with their key constituencies, and the MAP 
committee plans a fall forum to discuss how to 
manage in the new environment.
Protecting the image of the profession: In the cur­
rent business environment, the profession is witness­
ing a renewed emphasis on professionalism and fun­
damentals. These are virtues that local and regional 
firms have never abandoned. The consistent quality of 
the work of these firms helps sustain the thousands of 
private businesses that drive our national economy. In 
its surveys of small business, PCPS has demonstrated 
that the CPA always ranks as the most trusted profes­
sional adviser to small businesses across the country.
Times may be difficult. But it is important to remember 
that the profession’s strength comes in the quality of the 
work in each firm, combined with a collective commit­
ment to honoring the time-honored values of this profes­
sion. PCPS believes that the quality and commitment now 
demonstrated by the local and regional firms in this coun­
try will sustain each firm and the profession as a whole. 
In union, there is strength.
Bill Balhoff of Postlewaithe & Netterville, Baton Rouge, 
Louisiana, chairs the PCPS Executive Committee.
READERS RESPOND
Bundling Is Better
We started bundling services last year. Via our engage­
ment letters, we gave our clients the choice of various 
levels of bundled services or hourly rates. Currently, 38% 
of our revenues are the result of monthly retainers for 
bundled services.
We have been in business for 25 years and our business 
continues to grow because we add the services that the 
market demands: accounting, taxes, financial planning, 
business consulting, and information technology. We do 
not perform audits.
We are the CFO to hundreds of clients. This is how the 
successful small firm operates.
Rozovics & Wojcicki, PC.
Park Ridge, Illinois
Students' Perceptions
Concerning Bill Balhoff's testimony to the U. S. Senate 
that “Our survey shows that the major reason fewer qual­
ified students are studying accounting is the profession is 
perceived as narrow and focused too much on historical 
numbers, whereas other business careers are seen as 
much more rewarding and exciting.” Students are not 
going into accounting because of the 150-hour require­
ment; the students do not find that getting the additional 
30 hours enhances their compensation.
Enron actually made the accounting profession more 
popular among students. This should have taught us that 
we do not focus enough on historical numbers.
Isaac W Choy, CPA
Honolulu, Hawaii
LETTERS TO THE EDITOR
The Practicing CPA encourages its readers to write let­
ters on practice management issues and on published 
articles. Please remember to include your name and 
telephone and fax numbers. Send your letters by e-mail 
to pcpa@aicpa.org.
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PCPS
UPDATE
25TH ANNIVERSARY CELEBRATION A SUCCESS!
The PCPS 25th Anniversary celebration at the 
Guggenheim Las Vegas was a huge success. More than 
250 people attended to help PCPS commemorate 25 
years of advocacy, action and answers. The party was held 
in conjunction with the annual AICPA Practitioners 
Symposium. PCPS Members enjoyed entertainment, food, 
and complementary photos amidst the backdrop of the 
featured exhibit— “The Art of the Motorcycle. Tn addition 
to an exciting venue, this celebration was particularly 
spectacular because PCPS leaders of the past, present and 
future were there to share organization memories, anec­
dotes and triumphs. Past PCPS leaders in attendance 
included John Schiffman, Harold Monk and Bob Israeloff, 
among others. PCPS plans to compile event photos, video 
interviews and highlights to post on www.pcps.org, so 
keep an eye on the Web site!
Future Promise Builds on Past Success
Some of the high points of Practitioners Symposium includ­
ed afternoon luncheon speeches given by PCPS Chair Bill 
Balhoff, MAP Chair Neal Harte, and TIC Chair Candy Wright. 
Bill looked back to celebrate some of the most significant 
PCPS milestones over the last 25 years, such as our instru­
mental role in establishing peer review. Bill then looked for­
ward to give insight into some exciting new initiatives PCPS 
will be rolling out soon. They include:
• Seizing a new opportunity to meet member needs, 
PCPS plans to launch an authoritative practice man­
agement survey to help members benchmark their 
firms against others.
• The “National Office” concept continues to take solid 
shape. This is a plan to position PCPS as a one-stop 
shop for technical guidance and advice, as well as a 
proactive source for help with understanding and 
implementing accounting and auditing standards. In 
short, PCPS will be the place where even the smallest 
firms can turn to get many of the same types of serv­
ices the large firms get from their national offices.
• There will be more local and regional firms than ever 
before, and PCPS will work harder than ever to find 
new ways to be the voice of those firms and their 
clients. PCPS members will continue to respond to 
the pressures on the profession with the virtues it has 
never abandoned: honesty, integrity, professionalism 
and a focus on fundamentals.
MAP Committee Chair Neal Harte gave an update on the 
various MAP initiatives, including the upcoming MAP 
Small Firms Network Group, a group designed to allow 
firms with up to nine CPAs the opportunity to network 
with their peers. Candy Wright, TIC Chair, assured those in 
attendance that the TIC Committee would continue to 
work with standard-setters and to enhance practitioners’ 
technical abilities and keep CPAs abreast of technical 
issues. Candy also discussed the upcoming annual National 
Accounting and Auditing Technical Conference, NAATS.
PCPS.org Launched
The new PCPS Web site is now live! Come visit us at 
www.pcps.org to access information such as:
• Hot news in the profession
• Helpful marketing materials and practice aids
• Details on upcoming PCPS, MAP and TIC projects
• Member resources such as access to TIC Alerts and 
The Practicing CPA
● Videos, products and the PCPS Events Calendar.. .plus 
much more!
Bookmark the site now and visit it frequently for 
updates.
TIC Issues Media Alert on Guarantees 
Exposure Draft
As always, many issues were vigorously debated at the 
Spring TIC meeting, held in May in Santa Barbara. One 
moved to the front burner: the FASB’s issuance of an 
Exposure Draft on Guarantors’ Accounting and Disclosure 
Requirements for Guarantees. Small businesses and even 
individuals—the core clients of local and regional firms— 
would be adversely affected by the requirement that at 
the time a guarantor issues a guarantee, it should recog­
nize a liability at fair value for its obligation to stand ready 
to perform under the guarantee. Businesses would have to 
declare a liability for events that might never occur, and 
even parents guaranteeing a child’s car loan would have to 
recognize the liability on their personal financial state­
ments. TIC Chair Candy Wright said the committee will 
work to make sure that small firm concerns are commu­
nicated to the FASB on this issue.
Small Firm Network Group Is Coming!
MAP is currently developing the MAP small firm network 
group for firms with up to nine CPAs. There are already 
groups for the medium and large firms which meet semi­
annually to address the specific practice management 
needs of their member firms. Recently at the Practitioners 
Symposium, MAP held a roundtable focus group dinner to
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PROTECTING CLIENTS' PRIVACY
Annual client notifications must begin before 
January 1, 2003.
The Gramm-Leach-Bliley Act and the related Federal Trade 
Commission (FTC) regulations contain restrictions on the 
disclosure of personal financial information of certain 
individual clients and also require the distribution of pri­
vacy notices to those clients. You are subject to these pro­
visions if you are significantly engaged in providing indi­
vidual clients with products or services for their person­
al, family, or household purposes (that is, for nonbusiness
purposes) and those products or services fall within the 
law’s very broad definition of “financial products or serv- 
ices.”The term “financial products and services” includes 
tax return preparation and tax and financial planning, as 
well as many other activities. Therefore, if like many CPAs, 
you prepare individual tax returns or provide nonbusi­
ness tax or financial planning advice, you are required 
to comply.
Exemption sought for CPAs
The AICPA sought an exemption from the notification 
requirements because of the stricter requirements of 
their members’ enforceable Code of Professional 
Conduct, but the FTC determined that it did not have the 
authority to grant such an exemption because of the 
broad consumer protection language of the Gramm- 
Leach-Bliley Act. The AICPA will seek legislative relief, but 
until there is a change in the law, CPAs must comply.
Where to find more information
To access the “Revised AICPA Member Practice Guide on 
the Privacy Protection Provisions of the Gramm-Leach-Bliley 
Act and Related Federal Trade Commission Regulations,” visit 
the AICPA Web site at http://aicpa.org/public/download/ 
news/ftc.doc or the Tax Center of CPA2biz.
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determine what small firms were looking to obtain from 
this group. Approximately 70 small firms attended. With 
numbers like these and a great plan to move forward, this 
group will be up and running and is already plan­
ning its first meeting for the fall. Anyone who is 
interested in learning more or in joining the group 
should call 1-800-CPA-FIRM for more information.
